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SUMMARY 


1. The Ontario position on tax sharing is not new. At 


the Federal-Provincial Tax Structure Committee 
meeting in 1966, Prime Minister John Robarts stat- 
ed: ‘‘The Ontario Government strongly believes that 
the basic requirement in the area of federal-provin- 
cial tax sharing is to secure a division of tax re- 
sources which closely matches the distribution of 
expenditure responsibilities between the two levels 
of government’’. His view echoed the words of for- 
met Prime Ministers George A. Drew and Leslie M. 
Frost. 


. Ontario is not looking for handouts from Ottawa. 
Nor does it ask the federal government to produce 
revenues for provincial needs. Ontario is prepared to 
levy its own taxes; all it seeks is the tax room re- 
quired to finance the services for which it is consti- 
tutionally responsible. 

. A comprehensive five-year projection undertaken by 
the Ontario Government reveals that provincial ex- 
penditures will grow by 75% while revenues will rise 
by only 40% between 1968-69 and 1972-73. The result- 
ing fiscal gap cannot and will not be tolerated. 

. The Ontario Government has undertaken an exhaus- 
tive review of its present programs and operations 
in a full-scale effort to effect economies and effi- 
ciencies. 


. In addition to the need for more revenues to meet 


the growing costs of its present programs, Ontario 
must secure further funds from progressive tax 
fields to accomplish the reforms recommended by 
the Ontario Committee on Taxation. 


. Ottawa continues to advise the provinces to “‘raise 


your own taxes&, This would result in a rapid pyr- 
amiding of income tax increases which could cripple 
the growth potential of the province and its econ- 
omy. 


. Ontario wants a partnership of governments in Can- 


ada which recognizes that, while there are three 
taxing jurisdictions, there is only one taxpayer. No 
longer can any government tax in isolation. 


. Ontario believes that the federal and provincial gov- 


ernments should not be engaged in a process of 
competition for tax sources. Rather, we must es- 
tablish intergovernmental machinery that can ad- 
just to changing priorities within controlled limits of 
total taxation. 


._ If this co-ordinated and integrated approach cannot 


be achieved, however, Ontario will not abdicate its 
role under Confederation. It will not accept a branch 
plant function that would deny essential services to 
its people. 


50,000 sci ia 
Taxation” 
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speeches 
in booklet 


Excepts from seven recent 
peeches by Premier John Ro- 
arts and Provincial Treas- 
rer Charles MacNaughton on 
he subject of federal-provin- 
ial financial relations‘ have 
een immortalized in an 18- 
mage booklet being mailedo. | 
0,000 Ontario residents, at 2 § 
ost of 20 cents a booklet. 

Entitled Responsible Taxa- 
ion—the Ontario Approach, | 
he booklets are going out on 
he eve of next week’s fede- 
-al-provincial  eonstitutional 
onference, at’ which Ontario 

expected to restate its de- 
mands for more tax fields. 

A Government spokesman 
said yesterday the booklets 
ere assembled by the Treas- 
ry Department in response 
0 thousands of letters and 
jueries from persons who 
read. press. reports. of- the 
peeches and wanted more de- 
tails. 

The spokesman said the 
booklets are going to all the 
nquirers and those persons on 

government mailing list for 
similar material. The list in- 

‘ludes municipal officials, ed- 
icators, business and profes- 
sional men and various organ- 


Q 


Printing the booklets set 
yovernment back only $ 
or 6 cents a copy, but sending 
hem out by firsteclass mail i is 

sting more than twice ¢ 
much—14 cents per envelope. 

An official in the Public 
Norks Department mailing 
room at Queen’s Park said the 
mailing is to be completed to- 
night. 

Included in the booklet are 
parts of three’ speeches by the 
premier and four by the Akg 
vincial Treasurer. 


ONTARIO 


OFRICE OF 
THE PRIME MINISTER AND PRESIDENT OF THE COUNCIL 


TOPVONCO. SONCALrLO, 
February 1, 1969. 


fellow Ontarian: 


In recent months a great deal has been said 
Written about public financing in Ontario. 


; News reports have reflected the concern of 
ernment of Ontario and the other provinces that 
re of tax revenues generated by Canadians and 
~eceived by the provincial and municipal governments 
does not recognize their priorities. This situation 
Gia nou arise overnight. It has been with us for many 
years, recognized by the Government of Ontario but 
largely ignored by a succession of governments in 
Ottawa. 


To meet many requests for a more detailed 
explanation, and so that you may more fully understand 
what we have been discussing, this booklet has been 
prepared. It contains excerpts from several addresses 
by myself and the Treasurer of Ontario. Included is 
the presentation of the Government of Ontario to the 
federal-provincial financial conference on November 4, 


1968. 


I hope you will take time to read these 
pages. What is set out is of great importance to 
every taxpayer of Ontario. 


Yours very truly, 


a 
Yi a 


JO P. Robarts. 


THE CHALLENGE — FINANCIAL RESPONSIBILITY 


* Excerpt from address by the Honourable John Robarts, Prime Minister of Ontario, to The Canadian 


Club of London, September 18, 1968 


The greatest single challenge to a government is 
to ensure its fiscal responsibility. While fiscal responsi- 
bility can be interpreted in several ways, I choose to 
believe it means an honest dollar of value on behalf of 
the taxpayer for every dollar he contributes in taxes 
with a limitation of spending programs to match our 
society's ability to pay. Of even greater importance, it 
means that a government must look well into the fu- 
ture to determine the requirements of those years in 
terms of expendable wealth and to plan its approach to 
the fulfilment of those requirements. 


In recent years we have developed sophisticated 
tools to assist governments in assessing where we are 
going and what will be required of us. The various lev- 
els of government in Canada have established research 
groups to investigate these matters and we have bene- 
fited greatly from their advice and experience. 


Evaluation of taxation needs 


The entire history of our federal-provincial confer- 
ences has retlected a preoccupation with fiscal prob- 
lems, although this aspect of the conferences has not 
been widely publicized. The Tax Structure Committee 
was established by a federal-provincial conference in 
1964 to evaluate the trends in expenditures of the feder- 
al, provincial and municipal governments, the prob- 
lems involved in financing this spending, and an assess- 
ment of appropriate tax fields to assist these levels of 
government in meeting their responsibilities. 


The Government of Ontario entered into the work 
of the Tax Structure Committee with enthusiasm. We 
were convinced that this would provide the proper path 
toward a system of public finance in Canada which 
would allow all governments to meet their spending 
responsibilities while, at the same time. enhancing the 
opportunities for growth by private enterprise. It is 
disappointing that the constructive work of that com- 
mittee has not been reflected in federal tax-sharing 
policies. However, its work is one of the foundation 
stones for the reform of our taxation system which is 
now being considered. 


Steps toward tax reform 


_ Another important guideline is the report of the 
Carter Royal Commission on Taxation. Still another is 
the report of the Ontario (Smith) Committee on Taxa- 
tion, which examined the taxation and revenue systems 
of the province. our municipalities and school boards. 
Its recommendations will help us formulate a more 
rational system of taxation in line with what we see 
will be the needs of the 1970’s. The subsequent study by 
the Select Committee of the Legislature evaluated the 
Smith recommendations and a wide variety of submis- 
sions from all interested parties across the province. 
Finally, within the government itself there has been an 
intense examination of the ramifications of the many 
recommendations and suggestions. 


From a structural point of view. the Government 
of Ontario has established a Department of Revenue to 
deal with tax collection. We have strengthened the 
Treasury Department to assure closely controlled 
budgeting and co-ordinated policy determination. The 
Treasury Board has also been strengthened to give us 
firm control over departmental spending within the 
funds voted in the provincial budget. 


Throughout this period we have also been conduct- 
Ing an intensive examination of the fiscal position of 


the government. This review of programs and spending 
has been the most exhaustive ever undertaken in the 
history of the province. We have examined the position 
of the federal government and our municipal govern- 
ments as they affect our provincial position because 
we cannot conduct our affairs in isolation. ; 


The next five years 


In effect what we are doing is preparing ourselves 
for the situations that lie ahead of us as we look over | 
the next decade. Our specific studies have evaluated 
what the Government of Ontario can expect in spend- 
ing responsibilities and tax revenues during the next 
five years. 


We have calculated the revenues we can reason- 
ably expect our system of taxation to produce. We have 
estimated the level of borrowing we can reasonably 
undertake. On the other side, we have projected the 
spending and lending requirements of the Government 
of Ontario and its agencies. These forecasts of our to- 
tal anticipated income and our total spending responsi- 
bilities have been put together. We now have an overall 
budgetary forecast covering the period between 1968 
and 1973. 


We believe the people of Ontario must know the 
extent of the financial requirements which they will be 
asked to support. With this background of extensive 
study and activity over a considerable number of 
years, I should like to tell you something of the magni- 
tude of the challenge we face. 


I would be less than candid if I suggested that 
what we see ahead is all peaches and cream. Nothing 
could be further from the truth. We have ahead of us 
some extremely difficult and important decisions. We 
must be prepared to move ahead with changes in the 
structure of our system of taxation. As residents of 
Ontario we must be prepared to meet heavier demands 
for tax dollars so that we may fulfil the requirements 
of our changing and growing population. 


While I am being candid about the possibilities, I 
am also confident that the policies which we have 
been shaping for some time will greatly assist us in 
meeting all requirements, without unduly burdening 
the taxpayer. 


We are fortunate to be able to put to use a great 
deal of research, resulting from the reports of the 
Smith and Select Committees, which will assist in the 
rationalization of our provincial-municipal system of 
taxation. They will also help us in the large task of 
reorganizing our municipal structure on a regional ba- 
SIS. 

We are moving into this area of reform at a time 
when economic conditions in Ontario have never been 
better. The people of Ontario, by and large, have never 
been more prosperous, more healthy and better educat- 
ed. Employment is high. New industry is moving into 
the province at a rapid rate and existing industry is 
expanding. The economy of our province is strong. Our 
province can, and will, be able to meet any challenge 
we face. 


What do we face? 


What, then, is the situation that we face? Our fore- 
casts indicate that under the present tax system total 
revenues collected by the provincial government will 
grow by 40 per cent between now and 1973. Since this 
forecast is based on generous assumptions of economic 
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growth throughout the period, in line with past growth 
patterns, it could be optimistic. We do not think it is. 


On the other side of the ledger, our forecasts indi- 
cate that, when we project present spending patterns, 
the total expenditures by the government will increase 
by 74 per cent in the same period of time. This is a 
rate of growth more than twice that expected of the 
gross provincial product and almost double the expect- 
ed increase in revenues. Moreover, it is important to 
note that this huge anticipated increase in expenditures 
does not include provision for any major new programs 
nor any massive additional transfers of provincial tax 
revenues to the municipalities such as have been sug- 
gested by both the Smith Committee and the Select 
Committee. This forecast of expenditures illustrates 
the future scale of spending required for the present 
programs and plans of the Government of Ontario, and 
vividly illustrates our problem. 


With demands for expenditures continually outrun- 
ning revenues at this rate, if we were to allow matters 
to proceed unchecked, the deficit of the Ontario Gov- 
ernment would widen enormously. Our forecasts indi- 
cate the deficit would increase by more than 500 per 
cent by 1973. Such a stream of deficits would push our 
net debt from its present level of approximately $1.8 
billion to over $5 billion at the end of the fiscal year 
1972-1973. 


Cannot let this happen 


These results of our forecasts add up to what the 
Treasurer of Ontario has warned will be a financial 
nightmare. We cannot, of course, permit this to hap- 
pen. What it presents is a fiscal challenge to the Gov- 
ernment of Ontario to plan our long-term programs in 
such a fashion that we will maintain fiscal control, fis- 
cal order and fiscal responsibility. 


_ This implies several considerations for future ac- 
tion and policy. 


First, we reject the idea of running deficits of the 
magnitude suggested in our forecasts. Deficits, as we 
all know, must be financed through borrowing or elimi- 
nated by means of increased taxation. But there must 
be limits to both our borrowing and our tax levels. The 
Smith Committee suggested a nine per cent ratio of net 
capital debt to provincial domestic product as the 
general ceiling on our borrowing capacity if we are to 
maintain our existing high credit rating. 


If we apply this ratio to the forecasts for the next 
five years, we could perhaps undertake new borrow- 
ings of up to $325 million per year by 1973. In view of 
the world-wide scarcity of capital and in view of mas- 
sive anticipated borrowing requirements of Ontario 
Hydro over the same period in order to develop the 
power required by our industrial expansion, I would 
suggest that this is an absolute maximum rather than 
a comfortably attainable level of new borrowing. Even 
after such maximum tolerable borrowings by the prov- 
ince, the projected financing gap for the period from 
now until 1972-73 still runs to almost $900 million. 


Second, in terms of tax increases this remaining 
gap is the equivalent of 24 additional points of income 
tax or seven additional points of the retail sales tax. 
While we do not back away from our responsibilities to 
raise revenues by taxation, clearly such phenomenal 
increases are unacceptable. 


Apart from placing an intolerable burden on the 
people of Ontario, pushing taxes this high would be 
self-defeating. It would penalize the capacity of the 
economy to generate income and restrict the economic 
growth on which our revenue capacity depends. Since 
we cannot hope to finance the projected deficit through 
borrowing and tax increases, this leaves only one way 
out: the cutting of expenditures. 


Controlling expenditures 


Although I have come to this alternative last, it is 
by no means a measure of last resort to be considered 
by the Government of Ontario. Rather, I have left dis- 
cussion of this alternative to the end because it is the 
aspect of our overall fiscal policy which is most diffi- 
cult and in which we have the least flexibility. As the 
Treasurer of Ontario clearly documented in this year’s 
provincial budget statement, the spending and lending 
programs of the Ontario Government are largely made 
up of fixed, built-in commitments for education, health, 
housing, aid to municipalities and the other pressing 
needs of our growing society. Normal growth and ris- 
ing costs in these essential priority areas almost inva- 
riably consume the annual increase in revenues. 


To give but two examples, the costs of our hospital 
insurance program are rising 15 per cent a year while 
post-secondary education costs are growing by 20 per 
cent or more each year. The reasons for the rapid ex- 
pansion of spending in these and other areas are not 
difficult to find. We have a young and rapidly-growing 
population, rapidly-expanding urban communities and a 
dynamic industrial economy. All of these elements 
create enormous pressures for more schools, more 
hospitals, more roads, more municipal services, and 
the financial support to maintain these vital services. 
These are all programs and services for people and are 
an integral part of our rapidly growing economy and 
society. This is why we reluctantly turn to cutting ex- 
penditures. Yet any reductions of significant size must 
come in these areas of education, health, welfare, high- 
ways and local aid because this is where the great bulk 
of our provincial revenues are spent. 


The inescapable conclusion which follows from our 
forecasts is that Ontario must make substantial cuts in 
expenditures in order to contain its deficits over the 
next few years within reasonable and responsible lim- 
its. As I have indicated, we are now actively engaged 
in this difficult task. All of our programs are being 
carefully reviewed and evaluated on the basis of the 
benefits they bring and the costs they entail. 


This exercise will lead to a priority ranking of 
programs to guide us in the allocation of available 
funds to the most essential area. At the same time it 
will indicate those expenditure areas where cuts must 
be made. This will mean sacrifices and difficult 
choices among programs which come lower down the 
scale, even though these programs in themselves are 
very worthwhile. 


All governments face dilemma 


The situation which I have just described will give 
you some idea of the fiscal problems which face gov- 
ernments in Canada today. Let me assure you that 
Ontario is not alone in striving to find a way out of its 
fiscal dilemma. All provinces, our municipalities and 
the federal government are finding it increasingly diffi- 
cult to finance the expenditure programs which each 
jurisdiction considers are required by its electorate. 
The problem is that, in total, governments have been 
spending faster than our national substance has been 
increasing. Inevitably, taxes have steadily increased. 
Public borrowing has made excessive demands on the 
capital markets. 


Let me illustrate with figures. In 1962 all govern- 
ments combined spent $13 billion, which represented 32 
per cent of our gross national product. Five years 
later, in 1967, government spending had increased to 
$21 billion, which represented 34 per cent of gross na- 
tional product. This simply means that since 1962 the 
economy had expanded by a healthy 53 per cent, yet 
the spending by all levels of government had grown by 
more than 62 per cent. 


Page 3 


This was possible only through greatly increased 
taxation. During these five years direct taxes on people 
have doubled while indirect taxes have risen by 65 per 
cent. This relative expansion of public spending in 
terms of our ability to produce wealth cannot continue 
indefinitely. 

And yet society is continuing to lead us into areas 
which require enormous government expenditures. To 
name but a few, pollution of our air, water and soil 
will cost millions upon millions of dollars, to be spent 
both by governments and industry. But we must spend 
this money and we must control pollution. To acquire 
all of the land which we are urged to do, so that we 
may provide urban transportation systems, housing, 
recreational facilities, and renewal of our cities will be 
expensive, yet we must meet the problems of urban 
growth. 


The provision of facilities for post-secondary edu- 
cation in the years ahead will require immense sums 
of money, not to mention the continuously mounting 
costs of elementary and secondary education. Yet we 
must ensure that the education of our young people 
receives our highest priority. 

We are being asked continually to increase our 
expenditures for welfare, in many forms, and for ex- 
pensive plans of medical and dental treatment. All are 
important, but all are also expensive. 


The public purse 


All of these demands must be met from the public 
purse. However, the public purse has very little elas- 
ticity to meet these requirements without some very 
substantial changes in our present system of financing. 


As the Government of Ontario has repeatedly stated 
for some years, there is only one source of money for 
all levels of government: the individual taxpayer. It is 
this taxpayer who must have some control exercised 
over the composite of government expenditure. 


In my view this will be possible only when all levels 
of government view their fiscal affairs in a total 
framework. Only by restraining the growth of total 
government expenditures by all three levels of govern- 
ment — federal, provincial and municipal — can there 
be any hope of keeping the total tax burden within rea- 
sonable limits. Ontario believes that such overall re- 
straint in spending can be achieved only if all govern- 
ments co-ordinate their spending within an agreed 
framework of priorities. 


Priorities essential 


In other words, what we must do is establish priori- 
ties within which the spending of all three levels of 
government must fit. We can then agree on a division 
of tax fields which will enable each government to fi- 
nance its responsibilities effectively. 

For some years, the Government of Ontario has 
been urging the federal government to sit down with us 
and sort out the spending priorities we need if we are 
to make living in Canada a meaningful experience. 


We cannot tolerate the imposition of spending pro- 
grams on our already overburdened facilities which 
are developed and forced upon us without regard for 
our capacity to pay, and without regard for their effect 
upon our ability to carry out existing programs. To say 
that each level of government must willy-nilly go its 
own way, develop its own programs without regard for 
others, and tax without regard to taxes levied by other 
levels of government is, in my opinion, a complete 
abandonment of responsibility to the individual taxpay- 
er of our country. We hope that the conferences which 
will be held in the months immediately ahead will 
permit us to take such an approach as we come to 
grips with the situations I have outlined to you. 


Hard decisions ahead 


In the meantime, in the discharge of our responsi- 
bilities to the people of Ontario we are examining, as I 
have said, our spending programs. We are also prepar- 
ing for revision of our sources of revenue to meet our 
needs. There will be much discussion of the proposed 
changes in the weeks and months ahead. There will be 
decisions to be taken which will not meet with unani- 
mous approval. But we feel that our people must know 
the facts of the situation as they are in order that they 
may fully understand the reasons for our decisions. 


Certainly, more than ever before, it is necessary for 
our people to understand that all the services and 
things asked for from government must be paid for. 
Our task is to make that burden of tax upon all ele- 
ments of our community as equitable and as fair as 
possible. 


As we approach these challenges, it seems obvious 
to me that at all levels of government we must be pre- 
pared to make changes. Some of them may seem dras- 
tic. We cannot be content to see our solutions in terms 
of the experiences of the 1950’s and 1960’s. The chal- 
lenges facing us now and which will develop in the 
1970’s are quite different from anything we have ever 
faced before. 
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ONTARIO’S HOUSE IN ORDER 


* Excerpt of address by the Honourable Charles MacNaughton, Treasurer of Ontario and Minister 
of Economics, to the Tenth National Conference of the Chartered Institute of Secretaries, London, 


September 20th, 1968 


Queen’s Park is in the midst of a full-scale critical 
review of all its present programs and operations. Our 
intensive examination covers activities of every de- 
partment and agency and encompasses the full range 
of operational areas including staff, organization, 
equipment and accommodation. 


We have put new policy-setting machinery in mo- 
tion to apply sophisticated techniques to the selection 
of priorities and the direction of restraints. We are 
applying stringent criteria to the consideration of new 
programs. We are bearing down on government costs 
in an exercise which I believe to be the most exhaus- 
tive and thorough economy drive ever undertaken by 
an administration of this province. 


Total examination 


Prime Minister John Robarts ordered this total 
examination at a meeting of all Cabinet Ministers, 
Deputy Ministers and senior financial officials in our 
Treasury Building on July 22, 1968. The Prime Minister 
asked our Treasury Board to work with all phases of 
the government to ensure that every tax dollar is put 
to its most effective use. We are examining every 
facet of our operations, from mailing rooms to man- 
agement, from warehouse facilities to welfare pro- 
grams, from utilization practices to university pro- 
jects. 


The branch-by-branch review of existing programs 
is concentrated on a critical assessment of goals and 
on achievement of maximum efficiency in administra- 
tion. Our Treasury Board has issued a directive outlin- 
ing the probing questions which must be applied to 
every activity. Let me quote to you some of the ques- 
tions that apply to existing programs: 

-- Has the original objective of the program been 

met? 

-- Can the program be discontinued or curtailed? 

-- Is there a more economical way of achieving or 
maintaining the same result? 

- -- If the objective has not been achievable with 
present program structure, is it worth contin- 
uing? 

-- Can present vacancies be left unfilled through 
re-assignment of duties, elimination of non-es- 
sential procedures and/or improved techniques? 

-- Can expenditure on temporary help be reduced 
by greater inter-branch, inter-office co-opera- 
tion? 

-- Are staff, equipment and supplies properly con- 
trolled and correctly utilized? 

In reviewing proposed, improved or new programs 
or activities, we are asking similarly tough questions 
— and again I quote from the Treasury Board direc- 
tive: 

-- Is the change essential at this time? Is it the 
most efficient way of achieving the improve- 
ment having regard to both the costs and the 
anticipated benefits? 

-- Have the proposals been tested on a pilot basis 
to ensure that the expected results will be 
achieved? 

-- Can the additional costs be offset by a cut-back 
on an existing program or activity? 

-- Can the additional costs be restricted by making 
greater use of existing facilities and/or person- 
nel? 
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Improved productivity 


In addition to these searching examinations, our 
departments have been requested to achieve a mini- 
mum improvement in productivity of 2 per cent over 
1968-69 levels in their estimates for 1969-70. This must 
be realized by a reduction in administrative expense 
despite an anticipated price increase of 3 per cent over 
the fiscal year. This general efficiency goal relates 
only to administration, not to grant programs or activi- 
ties which are essential to our municipalities, school 
boards and our people. 


I emphasize that this productivity improvement 
target is in addition to, not part of, our critical review 
of programs and operations. 


The departmental efforts wiil be augmented by 
Treasury Board’s integrated analysis of budgetary esti- 
mates and program review. Teams of consultants from 
the Advisory Services Division of the Board’s Secretar- 
iat and Personnel Management of the Civil Service 
Department are working with individual departments 
to effect significant savings. Where necessary, these 
efforts are being supplemented by outside consultants. 


Operational costs of government 


I must emphasize here, however, that no matter 
how successful this intensive exercise may be, it will 
not resolve our government’s challenge. The adminis- 
trative and operational costs of the government itself 
account for only 20 per cent of the total budget. The 
remaining 80 per cent is made up of major statutory 
obligations, including grants to school boards, munici- 
palities and hospitals, major transfer payments to peo- 
ple, including family allowances and premium assist- 
ance for health insurance plans, and major transfer 
payments to institutions, primarily universities and 
colleges of applied arts and technology. 


Fiscal austerity 


Since these obligations seriously restrict the flexi- 
bility of our budget, Ontario faces a period of fiscal 
austerity of unprecedented proportions. 


It becomes obvious that Ontario, as other prov- 
inces, faces tough choices and hard decisions. There is 
absolutely no question that Ontario faces the prospect 
of a cut-back in existing programs and a delay in the 
implementation of new activities. 


To meet this requirement, my Department of 
Treasury and Economics has developed a priority rat- 
ing for all of our activities to serve as a master guide 
toward the development of our budget for the coming 
year. Our new Cabinet Committee on Policy Develop- 
ment has been applying this priority rating list to the 
proposed expenditures for our 1969-70 fiscal year. 
Guidelines already have been issued to our depart- 
ments as a result of the continuing discussions of this 
top level committee which is chaired by the Prime 
Minister. 


Governmental management 


The economy measures now in process for the 
coming year are being reinforced by major develop- 
ments in the broader field of governmental manage- 
ment in Ontario. We are accelerating the implementa- 


tion of program budgeting throughout our government 
and we are intensifying our efforts in the field of man- 
agement science. 

Program budgeting focusses our expenditure anal- 
ysis on objectives rather than on operations. It relates 
input to output, costs to benefits and taxes to services. 
It is a systematic management tool which compares 
total costs to total benefits to evaluate the effective- 
ness of investments and energy. Program budgeting 
encourages comparison of alternative means of provid- 
ing the services and benefits which modern society 
demands. The examination compares the private as 
well as the public costs of alternatives and highlights 
the long-term as well as the intermediate costs and 
benefits. 

Ontario has established a Management Science 
Branch in its Treasury Board Secretariat to accelerate 
this process. 


In our development of management tools, we are 
co-operating with other governments within Canada 
and the United States. I am pleased to say that we in 
Ontario are considered by our colleagues elsewhere to 
be among the leaders in the field of program budget- 
ing. 

We are encouraging our sister provinces in Canada 
to use the opportunity presented with the introduction 
of program budgeting to standardize expenditure data 
on a national accounts basis, in co-operation with the 
Dominion Bureau of Statistics. This will enable us to 
utilize our corresponding data for inter-governmental 
co-ordination of fiscal policy and economic planning. 


We in Ontario believe this co-ordinated approach 
to total governmental services and expenditures is the 
most effective way of making our Canadian federalism 
work efficiently. 
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OUR NATIONAL FISCAL CHALLENGE 


* Excerpt from address by the Honourable John Robarts to the Canadian Good Roads Association, 


Toronto, October 2, 1968. 


- It is obvious that in Canada today we are in need 
of fundamental—possibly dramatic, possibly drastic— 
changes in our system of public finance. Changes are 
mandatory if we are to cope with the basic fiscal prob- 
lems facing our three levels of government. 


Briefly, the basic problems are these: 

first, the deteriorating financial position of the 
provinces and municipalities because of their inadequ- 
ate share of growth tax revenues; 

second, the urgent need to find an effective meth- 
od of controlling rapidly-increasing government expen- 
ditures; 


third, the need for sweeping tax reforms. 


The matter of government spending has been caus- 
ing concern at all levels of government for some years. 
Unfortunately there has not been a general recognition 
that public spending must be slowed down if future tax 
levels are to be held within tolerable limits. 


The federal government, in company with Ontario 
and other provinces, has announced that it is going to 
undertake strenuous budget reduction. Yet, one must 
be puzzled why, at the same time, the federal govern- 
ment refuses to reconsider what is perhaps the largest 
expansion of all, namely universal medicare. Despite 
an urgent request by the premiers of the provinces, the 
Prime Minister of Canada will not convene a confer- 
ence of leaders of governments to discuss the medicare 
program. Massive spending initiatives by the federal 
government, such as medicare, not only rob provincial 
budgets of any flexibility, but also undermine any real 
progress toward overall control of expenditures by all 
governments and fail utterly to recognize provincial 
priorities. 


Goals and priorities 


It seems obvious to me that a mechanism must be 
found through which all governments can reach a con- 
sensus on the goals and priorities we need for expendi- 
tures. There is no place for unilateral decision-making. 
Only within an agreed framework can we hope to co- 
ordinate our expenditures and develop effective and 
national restraints on spending. The control of spending 
by each government without regard for the action of 
other governments, as we now are doing, destroys the 
very idea of overall priorities for public spending. 


Similarly, controls applied only to certain particu- 
lar areas—for instance, the current concentration on 
the rapidly growing programs to which both levels of 
government contribute, such as hospital insurance and 
post-secondary education—are bound to distort the situ- 
ation. In fact, given the financial problems of the mu- 
nicipalities and increasingly of the provinces, unco-or- 
dinated efforts can only result in cutbacks in the very 
public services that rank in the forefront of the na- 
tion’s priorities of education, health, urban transporta- 
tion, housing and pollution control. 


At the heart of the increasingly severe financial 
strains being felt by the provinces, and in turn their 
municipalities, is the inadequacy of the existing tax- 
sharing agreements. 


The basic defect 


The basic defect of the present arrangement is 
well known. The federal government enjoys the bulk of 
those tax revenues which automatically increase as our 
country and economy develop, such as corporate and 
personal income taxes, while the provinces and the 


municipalities possess the slower growing and regres- 
Sive revenue sources, such as sales taxes, gasoline tax- 
es and taxes on real estate. 


Yet in spending responsibilities, it is the provinces 
and municipalities which are responsible for the rapid- 
ly growing areas, such as education, health, welfare, 
highways and resource development, which form the 
bases upon which our prosperity is growing. 


The expenditures under federal jurisdiction grow 
much more slowly, leaving scope for the creation of 
new programs, which may very well burden the prov- 
inces. Thus, there is a basic imbalance between the 
revenue sources and the expenditure responsibilities of 
the two levels of government. 


The origin of the tax-sharing problem goes back to 
the Second World War. At that time, to help Canada 
wage the war, the provinces made the direct tax fields 
available to Ottawa on what was considered to be a 
temporary, war-time basis. What we have been asking 
ever since the war, and what we are again asking, is 
that Ottawa return to us a fair share of these growth 
tax fields so that we can wage the peace. 


The federal position 


Ottawa has countered past efforts by the provinces 
to get a better tax-sharing arrangement by claiming 
that it must maintain its occupancy of shared tax 
fields for fiscal policy purposes, in order to be able to 
exercise control over the economy. The Government of 
Ontario maintains that this claim does not stand up 
either in theory or practice. What is required for feder- 
al fiscal leverage is not a substantial occupancy of the 
income tax field but rather control over the collection, 
rates and structure of the tax. The income tax changes 
of 1965, 1966 and 1968 have demonstrated that Ottawa 
could get along with much less than it presently re- 
tains and still operate an effective policy for the stabi- 
lization of the economy. 


At past federal-provincial conferences dealing with 
fiscal matters there has been a preoccupation with the 
short-term problems and financial difficulties facing 
the federal government. This has diverted attention 
from the main task of correcting the tax-sharing im- 
balance. These short-term situations will always be 
present whenever governments sit down to negotiate 
financial arrangements. Regardless of the deficit pros- 
pect of the federal government for next year, the 
long-term outlook clearly indicates that the federal 
government will be in a much more comfortable finan- 
cial situation than the provinces, largely because it 
has major occupancy of the growth tax fields. 


This was verified by the projections of the Tax 
Structure Committee, a joint federal-provincial pro- 
ject, and again in a background study by the Economic 
Council of Canada. I should like to refer to this study 
of the Economic Council, which stated: 


‘The indicated increase in federal revenues 
is far larger than committed increases in 
expenditures under existing programs, or 
the new or changed programs suggested in 
the MacPherson, Gill and Hall Royal 
Commission reports. These results would 
suggest that if the economy expands at the 
rates outlined to 1970...’ (I would note 
here that it has actually exceeded those 
rates) ... ‘‘the federal government would 
have revenues to consider such alternatives 
as reducing federal tax rates, undertaking 
new functions, making extensive changes in 
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federal-provincial financial arrangements 
or debt repayment”’. 


From this statement you can see that the federal 
government can indeed afford a much more generous 
tax-sharing arrangement with the provinces. 


The solution 


In suggesting massive tax transfers, the Govern- 
ment of Ontario is not proposing that the federal gov- 
ernment should do the taxing so that we may spend the 
money. In our view, the solution to the problem of 
growing provincial and municipal taxation and deficits 
does not lie with the provincial governments alone. 
Surely it makes good sense for Canada to allocate a 
major portion of the fastest growing revenue sources 
to those levels of government where the real growth 
requirements for public expenditures rest. Strong, vi- 
able and progressive municipalities and provinces are 
absolutely prerequisite to a strong, viable and progres- 
sive Canada. 


Ontario’s responsibility 


Failing a satisfactory outcome to this round of tax- 
sharing negotiations, Ontario will have no choice but to 
reassess its whole position with respect to the tax 
fields which are jointly occupied now. Clearly our re- 
sponsibility is to provide the essential programs and 
services required by the people of Ontario. If we can- 
not secure through negotiation adequate financial re- 
sources to meet these responsibilities—including the 
important responsibilities of our municipalities—within 
the present framework, then the Government of Ontar- 
id will have to seriously consider moving to an inde- 
pendent system where we control and collect our own 
income taxes. This option, which is ours to take under 
the British North America Act, may be the only way 
open to Ontario to secure sufficient revenues. 


This could prove to be an unsatisfactory solution 
for Canada. It would result in the fragmentation of the 
system of taxation used in Canada. It would result in 
progressive increases in the total level of taxation 
across Canada. It would result in intergovernmental 


tax competition and conflict. Such conflict could de- 
stroy the prospects for fiscal policy co-ordination and 
probably would frustrate any attempt at comprehen- 
sive tax reform. How badly it would damage the social 
fabric of Canada is a matter of conjecture. 


Surely, movement towards more reasonable tax- 
sharing adds up to a lesser and far more sensible price 
than the creation of a tax jungle. But this is the diffi- 
cult decision we will face. 


Taxation reform 


The third aspect of our federal-provincial fiscal 
environment is tax reform. A viable system of tax- 
sharing is vital to the success of any federal tax struc- 
ture. Further, reforms must be implemented at all 
three levels of government. It is apparent to me that 
there must be maximum co-ordination of these sep- 
arate efforts to ensure that the final over-all result is 
indeed a sound new tax system, designed to meet the 
needs of all Canadians in the late 1960’s, the 1970’s and 
beyond. 


The answers to yesterday’s problems are not good 
enough. We must meet tomorrow’s challenges with a 
taxation system and fiscal strength appropriate to 
them. In the end our efforts must be complementary, 
not contrary. We must strive for maximum agreement 
in all the overlapping areas and seek to find harmony 
in our individual efforts to the end that the final prod- 
uct is indeed a sound, new tax system, a system which 
is equitable and efficient, a system which will raise the 
funds required for reasonable expenditures by govern- 
ments as agents of the people and which will accom- 
modate the financial requirements of each level of 
government. Taken together, this set of common fiscal 
problems amounts to a national fiscal challenge. The 
Government of Ontario believes this calls for a con- 
certed national response. 


It is not a question of federal government against 
the provinces, or vice versa. It is a question of the to- 
tal interest of Canada. We have several levels of gov- 
ernment but only one set of national problems, and one 
set of taxpayers. 
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THE MUNICIPAL MALAISE 


* Excerpt from address by the Honourable Charles MacNaughton to the Municipal Housing Workshop, 


the Lakehead, October 10, 1968 


Ontario stands more firmly than ever on the case 
it has made for a more realistic share of the progres- 
sive tax returns. Our own studies, now effectively rein- 
forced by impartial findings of such independent bodies 
as the Federal-Provincial Tax Structure Committee 
and the Economic Council of Canada, have shown that 
the costs of our constitutional areas of responsibility 
are growing far faster than the taxation revenues 
available to us. Correspondingly, the long-term outlook 
for the federal government indicates that its tax fields 
will yield much more than it needs to finance the re- 
sponsibilities it was given under The British North 
America Act. 


Ontario believes that, if we are going to achieve 
balanced growth at reasonable tax rates, this distortion 
must be remedied either through a reallocation of re- 
sponsibilities or through a better distribution of tax 
revenues, or a combination of both. 


Municipalities suffer most 


Ontario takes this position in full recognition of the 
responsibilities which fall heavily on the shoulders of 
our municipalities. We know that our municipalities 
and their property taxpayers are bearing the brunt of 
the burden of our present imbalance in tax sharing. 
They are the real losers in this governmental tug of 
war. 


Although Ontario has been increasing its financial 
assistance to municipalities by significant amounts 
each year, it has been unable to prevent rising taxes at 
the local level. Let us remember that municipal taxes 
rose by over 10 per cent in 1967, on top of rapid in- 
creases in previous years. 


These increases have been checked temporarily by 
our introduction this year of the Municipal Tax Reduc- 
tion Program and our assumption of the costs of ad- 
ministration of justice. All of us realize, however, that 
these are only temporary solutions. The municipal 
pressures will soon overtake this relief and local tax- 
payers will find themselves once again facing the 
threat of devastating tax increases at the local level. 


Municipalities key to future 


You know that both the Smith Committee and the 
Select Committee on Taxation recommended further 
financial aid to municipalities. They proposed that the 
province raise the average level of education grants to 
60 per cent of school board expenditures. They want 
both the provincial and federal governments to pay 
property taxes on buildings and institutions that are 
now exempt. In addition, these committees suggest 
that the province should provide more capital funds for 
municipal projects. 


The Ontario government agrees with these recom- 
mendations in principle. We would like to put them 
into effect because we appreciate that without the fun- 
damental services provided by the municipal govern- 
ment this province and this nation cannot hope to 
achieve its potential development. 


The studies I mentioned earlier, however, show 
that far from being able to undertake new measures of 
relief to our municipalities we face the extremely diffi- 
cult task of attempting to maintain the present level of 
assistance, unless there is a very decided shift in the 
allocation of taxation revenues. 

During the coming year, Ontario residents and 
companies will pay nearly $4 billion in income taxes. 


Ontario's share of this total is only $1 billion, a large 
part of which we transfer to our municipalities. 

To put it in another way, the two levels of govern- 
ment which provide the majority of priority services 
for growth and development receive only 25c out of 
every $1.00 collected from these growth tax fields. 


Ontario supports equalization 


Here, again, I don’t want to be misunderstood. 
Ontario does not object to an equalization system un- 
der which we make contributions toward less fortunate 
provinces. Ontario recognizes its senior role in Confed- 
eration and appreciates the benefits we receive from a 
strong national economy. However, as the Economic 
Council of Canada warns in its fifth annual review, we 
must guard against retarding the rate of national eco- 
nomic growth by shifting too many resources from 
higher- to lower-income regions. 


In putting Ontario’s tax case to the people, I do 
not wish to play the role of an adversary to the federal 
government. I much prefer that Ontario be regarded as 
a full partner with the Government of Canada on one 
side of us and our municipalities on the other flank. 
However, unless we can engage in a co-operative and 
conscientious review of our respective revenue posi- 
tions and a similar review of our respective expendi- 
ture responsibilities, and the disparities that exist be- 
tween them, then Canada indeed stands at a critical 
crossroads. 


A continuation of the unilateral approach to these 
problems will not solve them, in my opinion. They 
cannot be dealt with any longer in isolation. 


Spirit of partnership 


I am equally convinced that a review of our indi- 
vidual operations, in a spirit of partnership, will reveal 
many duplications in our efforts which involve very 
substantial administrative and other costs. If we elimi- 
nate these duplications, we can save our mutual tax- 
payers many thousands of dollars. 


My concept of intergovernmental fiscal co-ordina- 
tion revolves around the premise that there is an abso- 
lute amount of revenue available to all governments of 
our country at any time. This is the total pool of taxa- 
tion and other revenues raised for public services, the 
aggregate of all funds paid by Canadian taxpayers to 
their three levels of government. This absolute amount 
must be shared equitably among governments accord- 
ing to priority needs; it cannot be guarded jealously by 
any single jurisdiction. 

This partnership approach forms the basis for 
Ontario’s case on tax-sharing. We are not looking for 
gifts; we are searching for solutions. We do not want 
gratuitous handouts; we seek a viable federalism. 


Let me stress these points by phrasing them in dif- 
ferent ways to dispel certain suggestions that have 
been made about our position. Ontario is not ‘‘crying 
poor’ or bluffing its case for the sake of political ad- 
vantage; our projections are accurate and our con- 
cerns are legitimate. Nor are we “‘playing a game” 
with the federal government on some sort of financial 
chessboard; these problems are much too serious and 
much too real to be resolved on the basis of games- 
manship. 


Priorities essential 


In restraining our expenditures and at the same 
time pleading for priorities, Ontario again has the sup- 
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port of that independent body, the Economic Council of 
Canada. In its latest review of the economy, the Coun- 
cil states: ‘. .. although total government expendi- 
tures must grow at a more moderate pace over the 
next few years than in the later stages of the 1961-66 
expansion, substantially increased resources are re- 
quired in a number of critical areas of social capital 
investment. These include universities, hospitals, 
transportation and the distressingly inadequate facil- 
ities of many of our urban municipalities.’’ These are 
the very services which are causing the pressures in 
the provincial-municipal sphere. 


Canada, in a governmental sense, is no more and 
no less than the sum of all its municipalities just as in 
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the population sense this nation is no more and no less 
than the sum of all its individual citizens. Our people 
cannot enjoy being citizens of Canada if they cannot 
live comfortably in their municipalities. They cannot 
live in houses or apartments unless their municipalities 
can provide water, power, sewerage, drainage, roads, 
schools, health facilities, and all of the essentials to a 
good environment. 


Federalism must be a fusion of governmental ac- 
tivities which enables a country to undertake a bal- 
anced program of social and economic progress. Ontar- 
io wants a working partnership, embracing our munici- 
palities and recognizing the responsibilities we share. 


THE RESPONSIBLE APPROACH 


* Excerpt from speech by the Honourable John Robarts in the Legislature of Ontario, November 28, 


1968. 


If the Confederation of Tomorrow Conference 
proved one thing and nothing else, it proved that there 
are great areas of this country which are vastly more 
interested in what is going to happen to them economi- 
cally than they are in what is going to happen to the 
constitution. To wander around in the theoretical areas 
of certain forms of constitutional reform, when you 
have not solved the economic imbalances from one 
region to another in this country, will be a very sad 
exercise indeed. These matters have to proceed togeth- 
er, and we have to solve the problems of our people, 
whatever they may be. We cannot separate them. 


The wide-ranging debate on federal-provincial af- 
fairs emphasizes that constitutional review and fiscal 
economic problems of Canada are inextricably linked 
together. A satisfactory solution of either is impossible 
without a satisfactory solution of both. We intend to 
pursue these crucial matters with renewed vigour. 


Reason and moderation 


The process of arriving at solutions depends to a 
great extent on the attitudes of the governments in- 
volved. At conferences on these questions, the federal 
government and the provinces must regard each other 
as partners in an enormously complex federal system. 
There can be no room for paternalism, or unilateral 
action. Provided that attitudes of reason and modera- 
tion prevail -- and we should do our utmost to encour- 
age those attitudes -- the Government of Ontario is op- 
timistic about the outcome of the continuing financial 
and constitutional discussions. 


We are not interested in going to Ottawa to any 
conference to be faced with a cut-and-dried position 
which has never been discussed, and where we are told 
to take it or leave it. I think it must be obvious to any- 
one that this is an attitude that will get us no place. It 
certainly will not solve the problems of this country. 
Every day it becomes more obvious that for Mr. Sharp 
and Mr. Benson to turn to us and say, ‘‘Go and impose 
your own taxes, do what you like, but do not ask us to 
give you any more room because we are not going to.”’ 
can lead to situations which I think are very destruc- 
tive indeed. 


Provincial income tax 


In this province, we could establish without too 
much difficulty a very sophisticated fiscal bureauc- 
racy. We could collect our own personal income tax 
and our own corporation tax. We are big enough to do 
it, we have the resources and manpower to do it. But 
what would we create, We could very easily create 
something that in the hands of some government some 
day could effectively block any fiscal or monetary poli- 
cy that the federal government might choose to intro- 
duce. This is the type of thing we want to avoid. We do 
not want to be put in the position where we create 
competing systems. We must co-operate. 


In a country the size of this one with the problems 
it has and with the more than 20 million people it has, 
the whole secret to our survival is co-operation and not 
unilateral action. The provinces have grown up wheth- 
er or not the federal government wants to accept the 
fact. 


Relief for homeowner 


The meeting ground for relationships between the 
federal and provincial governments will be found in the 


decisions we take on the tax structure. The relation- 
ship is direct because the extent to which the province 
can meet the major recommendations of the report of 
the Ontario Smith Committee on Taxation and transfer 
part of the burden of the regressive property tax to 
more progressive tax fields now shared by the federal 
and provincial governments, will be dependent in large 
ae on the division of revenue from these shared tax 
ields. 


In other words, if we are to relieve the homeowner 
of the regressive taxes that now rest on him, we have 
to have more space in the progressive tax field. We 
have to replace that money from another source. Sure- 
ly this is what the exercise is all about - where the in- 
cidence of tax lies. I do not consider this in any way to 
be looking for a handout. 


Federal-provincial tax-sharing is not only impor- 
tant to finance this shift from the property tax, so that 
we may increase the equity of the overall tax struc- 
ture. It is also important if we are to contain total pro- 
vincial-municipal tax levels and, at the same time, 
maintain our commitments. If we are to keep the total 
amount of taxes collected by the municipalities and by 
the province within reasonable bounds, if we are to 
meet our commitments, this whole question of federal- 
provincial tax sharing must enter into the picture. It 
just simply cannot be excluded. 


We are faced with a situation where the distribu- 
tion of powers cannot mean much if one level of gov- 
ernment has the superior revenue capacity and unlim- 
ited spending capacity and at the same time is able to 
initiate new programs and determine the expenditure 
priorities of other levels of government. The Govern- 
ment of Ontario believes we must simultaneously come 
to an agreement on the most equitable and efficient 
distribution of both revenue and expenditure powers. 


Medicare 


We are being pushed into Medicare, which from the 
point of view of this government is not necessary in 
the province at this time and is not one of our top 
priorities, by a level of government that is taxing us 
for it before we get it. It has already served notice 
that five years from now it will, through some ar- 
rangement, push the whole thing back on us. Now, 
what can we expect at the end of five years? 


This is worrying because, I would suggest, that 
with the tax increases the federal government is put- 
ting on presently and with its withdrawal from the 
shared-cost programs, it is going to have very substan- 
tial surpluses in a relatively short number of years. 
What political party can withstand the political pres- 
sure of spending surpluses? If we cannot get some ra- 
tional solution to this problem, we will be fighting with 
a real financial problem while another level of govern- 
ment will be sitting there ready to repeat the whole 
performance. It is related directly to the constitutional 
question of what powers the various levels of govern- 
ment have, as well as what their revenue sources are. 


Co-operation and co-ordination 


The thing that astonishes me is that here we are 
about to sit down to try to decide what we are going to 
do to amend our constitution. Yet, we have never been 
able to agree on the method by which we are going to 
do it. In my opinion this should be the first. 
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When we participate in meetings of Prime Minis- 
ters and Premiers, we will present the basic position 
of the Ontario government. This is: If we want to live 
in a federal country we must respect the central tenet of 
federalism, that central and regional governments 
should each be responsible and sovereign in their own 
fields. At the same time we recognize that we will 
never be able to agree on watertight compartments 
between federal and provincial responsibilities. I think 
we can do a great deal better than we have done to 
date. 


We must acquire more sophisticated means of in- 
ter governmental co-operation and co-ordination of pol- 
icies. Nevertheless, if co-operation and co-ordination 
are to work, there cannot be an assumption of superior 
power which will upset the priorities and decisions of 
the other governments. There cannot be an automatic 
assumption that the federal government, the central 
government in a federal system of government, is the 
superior power. It is this unstated assumption that 
leads to most of our difficulties in the field of federal- 
provincial relations at the present time. There seems 
to be an automatic assumption that our decisions can 
be made in Ottawa and we can still have a federal sys- 


tem that will function. This means that you change 
from a federal system to a central system, and this is 
what we would wish to avoid. 


In its attitude, expressed in many fields, Ottawa 
suggests that it regards the provinces as branch plants 
ot the tederal government. These branch plants are 
expected to carry out programs and policies devised in 
Ottawa and financially assisted by the federal treas- 
ury. The option which the Government of Ontario pro- 
posed is to sit down together and jointly work out our 
spending priorities and to share our revenues on the 
basis of our spending responsibilities. This position that 
we have advanced on so many occasions seems to have 
been rejected. 


We now have a choice and we may act as a re- 
sponsible government by planning our own programs 
and setting our own priorities. Or we may act as a 
branch plant of the federal government and react to, 
and fall in line with, federal initiatives. 


Our choice is very clear. We will take what we 
consider to be the responsible approach on behalf of 
the people of this province. 
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THE ONTARIO OPTIONS 


* Excerpt of speech by the Honourable Charles Mac Naughton in the Legislature of Ontario, 


December 16, 1968 


I welcome this opportunity to introduce the broad 
background of the Ontario government’s fiscal consid- 
erations into the Throne Speech debate. I believe this 
emphasis can lead to a much more responsible ap- 
proach to this discussion which, traditionally, encom- 
passes the full concerns of the government and the 
opposition. 


I think it is becoming evident to all observers that 
the question of what is generally desirable in terms of 
expanded public service is sometimes proposed outside 
the context of what is financially feasible, not only in 
this Legislature but in most other government cham- 
bers in Canada. 


In recognition of the current and future financial 
pressures on our operations, I suggest that it may be 
wise to develop, as a tradition, the practice of present- 
ing a fiscal outlook in the Throne Speech debate, along 
with a report on current developments affecting the 
financial affairs of the province. This would put into 
financial perspective the ramifications of all the pro- 
posals presented to this House and provide a back- 
ground for the budget which follows. By detailing this 
financial framework in advance of the budget, the 
members of this House and the people of this province 
will be able to assess our total government program 
more accurately and relate the costs of specific recom- 
mendations more comprehensively. 


Because of the present financial demands at all 
levels of government and the growing burden of all 
taxation, I am confident there is greater public aware- 
ness today of the need to develop this concept on the 
broad base of total public spending in Canada. I envi- 
sion some day that the process of government deci- 
sions will start with an analysis of the total expendi- 
ture and investment of public funds by federal, provin- 
cial and municipal jurisdictions. This total analysis, 
besides providing Canadians with an integrated picture 
of government activity and taxation, would serve as 
the framework for the annual federal-provincial discus- 
sions on finance and, ultimately, for the budget plans 
of each jurisdiction. 


I can assure you that Ontario will pursue this goal. 
We believe it is essential for the development of co- 
ordinated, judicious investment of the taxpayers’ dol- 
lars. 


The financial hurdle 


Our review of financial demands on Ontario must 
start with a look at the current state of our operations. 
Our present expenditure and revenue flows are follow- 
ing closely the estimates presented to this House in 
March. Our expenditures are expected to exceed reve- 
nues by about $250 million, as forecast in my budget 
statement last March, a deficit that can be handled 
without difficulty through controlled borrowing and the 
use of liquid reserves. 


As Prime Minister Robarts and I have stressed 
repeatedly, our financial base is healthy and _ strong. 
The Ontario economy has been remarkably buoyant 
during 1968. I recall my forecast that Ontario's gross 
provincial product will increase by at least 7 per cent 
this year. As of November, it was running at 8 per 
cent, 1 per cent better than I had anticipated. 

Our financial operations are under full control. 
Our provincial credit has never been better. Our econ- 
omy is aggressive. Our standard of living remains 


among the highest in the world. 

Wise government, however, demands more than 
satisfaction from existing conditions and present opera- 
tions. This administration, as has its predecessors, 
recognizes its responsibility to prepare for the future. 


To document once again our long-held position that 
Ontario and our sister provinces are receiving the 
short end of the revenue stick in Canada, my depari- 
ment earlier this year compiled a detailed five-year 
forecast of expenditures under present programs and 
revenues from existing rates of taxation. The result 
confirmed the legitimate concerns outlined years -ago 
by the former premier of this province, the Honourable 
Leslie Frost, and the more recent projections of the 
federal-provincial Tax Structure Committee and the 
Ontario Committee on Taxation, and in the supporting 
papers of my last budget. 


The Prime Minister and I, in recognition of our 
responsibility to the people of Ontario, have spelled out 
the disturbing results of these five-year projections. 
The fiscal spiral they depict cannot and will not take 
place, as the Prime Minister has assured the people of 
this province on many occasions. But our citizens must 
be aware of the challenge that they, and we, face. 


Ontario requirements 


This area, however, represents only one of the two 
principal sources of financial pressure on the province. 
The other one, equally formidable and paramount in 
the consideration of tax reform for Ontario, is the cost 
of relieving the property tax burden by shifting more 
municipal financing to the provincial treasury. 


The funds required to satisfy each of these needs, 
even in the immediate year ahead, are staggering: 


1. If the government accepted the full estimates 
submitted by our departments for 1969-70, our 
revenues would fall short by $600 million. With 
expenditure increases projected to outrun our 
revenue growth consistently by almost 2 to 1, 
this pressure to finance our own budget obvious- 
ly will get worse with each succeeding year. 

2. The cost to the province of undertaking the full 
municipal-to-provincial shift, envisaged by the 
Ontario (Smith) and the Select (White) commit- 
tees on taxation, would amount to $400 million, 
This is over and above the costs of reforms al- 
ready implemented, including the municipal tax 
reduction program and the takeover of justice 
administration costs. 


The increase in the average provincial contribution 
toward local education costs to the level of 60 per cent, as 
advocated by both taxation committees, alone would 
require more than $200 million. 


The other components of this $400 million price tag 
for reform include the costs of providing municipal 
taxes on exempt properties, higher grants in lieu of 
property taxes on provincial facilities, an increase in 
the unconditional grants and in assistance toward health 
and welfare programs, and the rise in municipal tax 
reduction grants if the residential and farm taxable 
assessments were reduced to the proportions suggested 
by either Smith or White. 


The twin pressures on this government — the ris- 
ing costs of provincial programs and the expenditures 
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associated with tax reform — would total a cool $1 bil- 
lion, or close to a 40 per cent increase over the present 
budget, if we accepted them. 


Obviously, Ontario cannot finance this load with 
its present tax resources. We cannot find the finances 
to carry forward, on the scale required, our own pro- 
vincial programs, many of which involve heavy contri- 
butions toward municipal costs. This presents a chal- 
lenge in maintaining our present commitments to mu- 
nicipalities, let alone undertaking the package of mu- 
nicipal tax relief that has been proposed. 


The excessive revenue demands to meet both tax 
reform needs and rising costs formed the background 
for Ontario’s presentation to the recent federal-provin- 
cial meeting of ministers of finance and provincial 
treasurers. 


In 1966, Ontario put forward its case for a reason- 
able rationalization of federal-provincial finance and 
our presentation still stands. We have argued for a 
fairer share of progressive tax capacity, based on a 
proper starting point in tax division to correct the bas- 
ic fiscal imbalance between the federal and provincial- 
municipal levels of government. 


Ontario pointed out also that without a more ra- 
tional distribution of tax powers there is little hope 
that governments as a whole can contain total tax and 
debt levels, and allocate total public resources on a 
priority bases. 


Municipal taxes increase 


I doubt if anyone needs to be reminded of the 
consequences of the federal rigidity in 1966. Municipal 
taxes in Ontario, on average, went up 10 per cent each 
of the two past years; Ontario’s taxes were raised by 
$105 million this year; and, irony of it all, Ottawa has 
proceeded to grab lustily into the income tax base so 
desperately needed by the provincial jurisdictions. 


When our tax-sharing negotiations were resumed 
last month, Ottawa again refused any reallocation of 
tax powers to remedy the basic fiscal distortion in 
Canada. Ottawa’s position in short was: ‘‘I’m all right, 
Jack, you hustle out and patch up your own pocket.” 


In addition, Ottawa advised the provinces that it 
will limit its financial participation in three vital 
areas: 

e Health and hospital grants will be discontinued; 

e Health resources funds will be severely ra- 

tioned: 

e A larger share of health costs for Indians will be 

thrust on the provinces. 


Social development tax impact 


The screw has been turned even tighter by Otta- 
wa’s October budget which introduced the social devel- 
opment tax. While piously advising the provinces to 
raise their own income taxes, Ottawa largely preempt- 
ed that very action by imposing the equivalent of a 9 
per cent increase in income taxes themselves, specifi- 
cally to finance its universal medicare program. 


Here is a regressive tax imposed on a progressive 
source of revenue in such a way that it precludes the 
hope of relieving the regressive character of the pro- 
vincial-municipal tax system; in effect, intensifying in 
two directions the burden of taxation on low-income 
families. 

Ottawa’s insistence on medicare is the greatest 
paradox, the extreme inconsistency. Probably the most 
devastating of all shared-cost programs, in terms of 
increasing expenditure, is being forced on a federal- 
provincial system already staggering from the cost of 


existing jointly-financed programs. The financial 
community has been shocked by the inadequacy of Ot- 
tawa’s estimating in these fields last year; it will be 
stunned equally by the unrealistic approach to medi- 
care expenses. 


Just last week I received a report from the Cana- 
dian Conference on Health Care whose annual survey 
reveals that the coverage of medical insurance in On- 
tario has risen to 97.3 per cent as of December 31, 
1967. The Ontario citizen, now relatively happy with his 
health insurance and, for the most part, prepared to 
look after this obligation by his own means, will start 
paying the 2 per cent federal medicare tax on January 
1, 1969. 


I estimate that the taxpayers of this province will 
contribute $225 million through medicare taxation dur- 
ing the coming year, more than half the urgent re- 
quirement for municipal tax relief and reform. 


This immediate burden, heavy as it is, may be 
relatively small compared to future costs in this field. 


A cavalier attitude 


I cannot help wondering, in view of the federal 
government’s own tax increases, its persistence on the 
expensive medicare program and its own budgetary 
problems, if the federal government demonstrates any- 
thing but a cavalier attitude toward the mounting bur- 
den on our taxpayers. 


Let me point out here that the 9 percentage points 
represented by the social development tax, plus the 
suggestion by Ottawa that Ontario levy an additional 5 
points of personal income tax, would amount to a 14- 
point increase in the personal income tax for Ontario 
in a Single year. 


Mr. Benson has renewed the federal ‘‘17-point of- 
fer’’ as an alternative to the present shared-cost agree- 
ments in the fields of hospital insurance, Canada As- 
sistance Plan and general health grants. This offer 
would give the provinces 17 additional points of the 
personal income tax, with a corresponding reduction in 
the federal share, plus an adjustment payment to en- 
sure that the total fiscal transfer to the province is 
equal to the actual program costs. 


While Ontario intends to take another look at this 
proposal, since in the least it would provide adminis- 
trative elbow room and perhaps enable more direct 
control over these costs, the obvious fact remains that 
this transfer will do nothing to improve the province’s 
net financial capacity. It is merely an alternative ar- 
rangement for funds we already receive to meet our 
commitments in these fields. 


Our calculations show that Ottawa’s share of On- 
tario’s costs in these three shared-cost programs al- 
ready amounts to the equivalent of 18 points of the 
personal income tax and will grow to 20 points and 
beyond in the 1970’s. Although the federal offer in- 
cludes payments above the 17-point transfer, no sugges- 
tion has been made yet as to how long the federal gov- 
ernment will commit itself to this compensating pay- 
ment. Should Ottawa continue its present attitude of 
hasty retreat from shared-cost fields, Ontario could be 
left holding the differential bag within a few years. In 
the light of our own five-year projections, this province 
apa afford to lose out at the federal bargaining 
table. 


Options open to Ontario 


Failing any significant financial gains at the up- 
coming federal-provincial meetings, Ontario will be 
forced to establish an independent course in taxation 


Page 14 


and financing. Essentially, two options are open: 

1. To continue to develop our priority government 
services in Ontario and push on with essential 
reforms; 

2. To accept Ottawa’s “‘branch plant’’ role for the 
provinces and cut back the level of our services 
and the range of our reforms. 


The first option carries with it some hard deci- 
sions. We must be prepared to consider substantial 
increases in our income tax rates and to derive more 
sales tax revenues, along with continued concentration 
on efficiencies and economies. Much higher revenues 
from the progressive tax fields will be necessary to 
reform and integrate provincial-municipal tax and 
expenditure systems toward greater equity and effi- 
ciency. 


Provincial income tax? 


As Prime Minister Robarts has pointed out, it may 
be necessary for Ontario to establish our own income 
tax system. We have taken a close look at this option 
and find that it offers some distinct benefits to the 
province and our people, as well as to the efficient 
conduct of our financial affairs and priority setting, 
although we are also aware of the problems. 


The disadvantages include many of the concerns 
we have expressed to the federal government, increas- 
ingly over the past two years, in our appeals for redis- 
tribution of tax revenues. A separate Ontario income 
tax would fragment the Canadian taxation system, lean 
toward economic balkanization, tend to increase the 
level of taxation across Canada and encourage inter- 
governmental competition and conflict in taxation. 


Two independent income tax systems in Ontario 
would lessen the prospects for fiscal policy co-ordina- 
tion and comprehensive tax reform. They could frus- 
trate, through counteracting changes in rate or struc- 
ture, both federal and provincial measures to modify 
or stimulate economic trends. 


To these concerns, we must add the costs of bu- 
reaucracy and the much greater expenditure and incon- 
venience of compliance by the private sector. 


Nevertheless, other jurisdictions, including our sis- 
ter province of Quebec and many states in the U.S.A. 
operate income tax systems independently of the feder- 
al authority. For Ontario, this would offer great scope 
and flexibility in both reforming our tax system and in 
raising additional revenue. 


Ontario would secure control over the provincial 
tax base, over the income-class structure and over the 
rates applied to the progressive structure. Under the 
existing collection agreement, we are denied any op- 
portunity to use the income tax to meet our own objec- 
tives. 

Ontario could design its own system to vary the 
overall progressivity of the provincial-municipal tax 
system per se, by direct integration of property, retail 
sales and income taxes. Property tax relief, for exam- 
ple, could be handled much more efficiently through 
exemptions from the income tax base. Allowances for 
home mortgage payments could be provided to lower- 
income families. The regressivity of the federal social 
development tax, or any other undesirable aspect of 
federal taxation, could be offset directly by changes in 


our rates. Under our own income tax system, Ontario 
could develop new and related tax fields involving capi- 
tal gains and gifts. 


Moreover, the reorganization and integration of 
our provincial-municipal tax system, with its resulting 
flexibility, offers immense fiscal and economic possi- 
bilities for Ontario. The opportunities to stimulate eco- 
nomic development would be enhanced greatly. 


Our studies indicate that the option of establishing 
our own income tax system must be taken seriously. 


Tax reform in Ontario 


In areas where tax reform is not influenced di- 
rectly by federal considerations, Ontario is moving 
ahead rapidly. Over the past year we have established 
the municipal tax reduction program, now providing 
effective and welcome relief to homeowners and ten- 
ants; taken over the costs of administration of justice 
and reorganized our fiscal and policy-making machin- 
ery. The province is overseeing the reorganization of 
the structure and financing of our school boards under 
the program introduced this spring by the Minister of 
Education. The steps toward reorganization of our 
municipal structure on a regional basis have been 
placed before the Legislature by the Minister of Munic- 
ipal Affairs. The government has every reason to be- 
lieve that a great deal of co-operation and understand- 
ing will be forthcoming from local authorities in these 
dramatic and essential reforms. 


Another vital reform, which has been under inten- 
sive study by the Department of Treasury and Eco- 
nomics and the Department of Municipal Affairs, will 
be complete property reassessment. Measures will be 
introduced during this session aimed at eliminating the 
present inequities and anomalies in the property tax 
base and enabling the new regional governments to 
develop from a sound and rational fiscal footing. 


Finally, we are preparing for major tax structure 
reform. Our specific objective will be to reduce the 
regressiveness of our integrated provincial-municipal 
system to the greatest extent possible. We are not con- 
vinced, as our federal counterparts appear to be, that 
our wealthy people are overtaxed. We are convinced 
that the burden of taxation must be lifted from those 
families with low incomes, especially those on fixed 
incomes which have shrunk from inflation. 


We are very much aware of the federal plans to 
proceed next year with taxation reforms, including 
changes in the income tax base. While Ontario is anx- 
ious to get on with its own program, common sense 
suggests that consideration must be given to the inte- 
gration of reforms at both levels in deference to the 
effect on our mutual taxpayers. 


Our conclusion is that the essential interconnec- 
tions of all these considerations must be brought to- 
gether in the 1969 budget, which will highlight their 
total financial implications. The budget, with a further 
refinement of background and explanatory papers, will 
show how the government plans to meet the financial 
challenge. As well, the 1969 budget will set out certain 
options and underlying plans for long-run structural 
reforms in our taxation system. 
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APPENDIX: 


IN SEARCH OF VIABLE FEDERALISM 


* Statement by the Honourable Charles MacNaughton to the Federal-Provincial Meeting of Finance 


Ministers, Ottawa, November 4, 1968. 


This meeting is as important to the future of Can- 
ada as any federal-provincial confrontation since World 
War Two. We can no longer afford simply to reaffirm 
platitudes about co-operation and co-ordination or in- 
dulge in the luxury of theoretical speculation. We have 
some explicit questions and we expect unequivocal and 
logical answers. We believe these questions must be 
answered at the outset if the items on the agenda of 
this Conference are to have any meaning. 


Our whole purpose, in this exercise, is not to de- 
bate which government must face the issue of raising 
taxes but, rather, to define the best route to a viable 
Canadian federalism, given the fact that the provinces 
and their municipal partners account tor such a high 
proportion now of the governmental financial and eco- 
nomic activity in this country. We insist that, whereas 
the federal government is the central government, it 
cannot afford to place its own problems ahead of those 
problems which confront Canadian federalism and 
Canada as a nation. 


The Ontario questions 


1. Does the federal government believe in ap- 
proaching our financial problems in a spirit of partner- 
ship? 

z. lf so, does this not imply that we must look at 
the structure and problems of government finance at 
all levels taken together? 


3. Will the federal government continue to insist 
that the provinces should go their own way, raise their 
own taxes, and concern themselves only with their own 
responsibilities, without regard to the needs or require- 
ments of governments as a whole? Is this what you 
really want? Is this your view of Canadian federalism? 
Is this your view of the extent of the federal govern- 
ment’s responsibility for the financial and economic 
future of this country? 


4. Do you really wish to have a tax jungle? Do you 
really wish to have a balkanized economy? Do you 
really wish to have ten separate economic principali- 
ties in Canada? Do you really feel that the federal gov- 
ernment can ignore the spirit engendered by the prov- 
inces in recent years for greater co-ordination and 
joint planning? 

5. Does the federal government realize that its 
most recent budget, by adopting an elaborate device to 
avoid sharing an increase in income tax revenues with 
the provinces, has made it very difficult for provinces 
like Ontario to follow the federal government’s advice 
and raise its own income taxes? Does it know that the 
social development tax, announced prior to this tax- 
sharing conference, will impose the equivalent of a 9 
per cent increase in total income tax collections? What 
room will this leave us to make provision for those 
critical needs of education, health and economic devel- 
opment? 

6. Does the federal government not believe, as we 
do, in a more progressive tax structure? 


7. Does it realize that by urging the provinces to 
meet their expenditure responsibilities by raising their 
own tax revenues, it is encouraging greater reliance on 
regressive tax fields? 

8. Does it believe that the provinces can independ- 
ently raise their taxes without creating problems in 
turn for the federal government? Only recently, our 
increase in the tax on aviation fuel has caused concern 


to the federal government. Is this not a small, but sig- 
nificant, indication of what could lie ahead? 


9. Does the federal government believe, as many 
of its ministers have stated, that the big expenditure 
problems of the future lie in our cities? 


10. Does it believe, as was concluded by the Smith 
and Select Committees on Taxation in Ontario, that the 
plight of the municipalities should be relieved not by 
greater reliance on the regressive property tax but by 
revenues originally obtained through the personal in- 
come tax and passed down through the provinces? 


11. Does the federal government really believe 
that the problem of expenditure controls relates only to 
a few shared-cost programs? Or should a discussion of 
such controls not apply to all government expenditures, 
federal, provincial, and municipal? If the federal gov- 
ernment believes that the institution of shared-cost 
programs leads to irresponsibility in spending, why is 
it introducing the medicare program in the present 
manner? If the federal government believes provincial 
governments should be in a position to act responsibly 
and set their own priorities in expenditure, is it pre- 
pared to turn over to us the fiscal equivalence of its 
budgeted medicare cost so that we can apply the 
money to our highest expenditure priorities? 


12. If the federal government believes that all gov- 
ernments should work together in advance of their 
budgets to achieve co-ordinated views and take ap- 
propriate action, does it not seem strange that for the 
third year in a row the federal budget has been timed 
to come just before these financial discussions rather 
than just after, thereby effectively pre-empting our 
position? Is this now the pattern of federal-provincial 
co-operation? 


13. Is the federal Minister of Finance prepared to 
sit down with his provincial counterparts in December 
or January to discuss the scope of the total govern- 
ment finance problem, our preliminary plans for all of 
our budgets, and to change its own plans in the light of 
the discussions that we have? 


14. If we correctly understand your apparent 
course and if you are determined to follow it, do we 
understand, then, that we are to go back and plan our 
own future in our own way? Is that what you wish? If 
that is the case, we are prepared to do it and we are 
prepared to do it vigorously but we want to know, we 
want the people of this country to know and, in particu- 
lar, we want the people of our own province to know 
exactly why we are being advised to go in this direc- 
tion, and why we have been obliged to embark upon the 
course of self-determination in the provincial economy 
which we must then follow. 


15. Can this pattern also be taken as a guarantee 
that the federal government will not intrude in the fu- 
ture in the provincial jurisdiction, notwithstanding re- 
cent evidence of increasing federal interest in matters 
such as securities legislation, educational broadcasting, 
certain aspects of transportation policy, and so on? If 
so, do you really think that you will be able to ignore 
the policies and the activities upon which the provin- 
cial governments might be obliged to embark? 


16. What assurance is there of any future consist- 
ency in federal financial policies? We find it ludicrous 
and incongruous that the Minister of Finance should, in 
the same budget speech, urge fiscal restraint, point the 
finger of blame at rising costs of provincial programs 
in which the federal government participates, and then 
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insist on going ahead with medicare while saying that 
costs in that field are now under control. How does this 
reconcile with the table prepared recently in the De- 
partment of Finance which projects rapidly rising 
medicare costs over the next few years? What guaran- 
tee have we that, in a few years from now, the federal 
government will not dump the full responsibility for 
this program on the provinces and close off or limit its 
contributions after it has obliged the provinces to em- 
bark on this slippery slope? 


Ontario taxpayer coerced 


It is obvious that the social development tax is a 
premium for medicare. In turn, this coerces the Ontar- 
io taxpayer into a program, within the provincial juris- 
diction, which the Ontario Government does not be- 
lieve to be required as a government scheme when 
nearly 95 per cent of the people of the province already 
enjoy some form of medical care insurance. The fact 
that the federal tax increase is of an amount at least 
equivalent to the current federal estimate of its contri- 
butions to medicare in a full year is a clear indication 
of the federal intentions. We also regard it as nothing 
short of effrontery that this act should have been taken 
on the eve of a conference to discuss medicare, a 
conference which was urgently requested by all the 
Premiers during their meeting in Saskatchewan last 
summer. 


We therefore insist that this money be turned back 
to us unequivocally from January 1, 1969 so that we 
may then embark upon our own course of public medi- 
care at an appropriate time, support the public forms 
of medicare presently underway or assign this money 
to those matters which we regard as having greater 
priority. 


We are not prepared to pass judgment on the poli- 
cies of the other provinces where circumstances vary 
greatly. Let us merely note how the federal govern- 
ment’s determination to persist with this program in 
Ontario, where corporations are now making con- 
siderable contributions to medicare for their employ- 
ees from corporate funds, will shift the burden to indi- 
viduals as taxpayers and thereby, once again, follow a 
regressive path from corporations to individuals. 


We would point out to the federal government that 
we are undertaking an examination of the cost struc- 
ture of all provincial programs and the means of con- 
trolling expenditures in those realms, with firm meas- 
ures to follow. We would like to know what the federal 


government proposes doing about costs within its own 
jurisdiction. In view of the failure of the federal gov- 
ernment to anticipate the mounting pace of costs, what 
confidence can we have that it will not only anticipate 
where it is going but do something about the direction? 


Plight of municipalities 


In Canadian federalism today, nothing is more 
compelling than the plight of the municipalities. It is in 
the municipalities and the urban areas that the great 
need for governmental support is required. We are 
determined to help our municipal partners but we can- 
not do it alone. By insisting that we go our own way, is 
the federal government not turning its back on munici- 
pal problems? Does this mean that the federal govern- 
ment has no concern for municipal and urban problems 
and is unwilling to do anything about them? Does the 
federal government believe that the provinces should 
say to their municipalities what the federal govern- 
ment has said to the provinces: ‘“‘If you need more 
revenues, raise them yourself?’’ Or does the federal 
government intend to break some of its own principles 
of federalism and offer money directly to the munici- 
palities? Since the federal government can only help 
the municipalities through the provinces, where the 
constitutional responsibility for the municipalities lies, 
unwillingness to co-operate in meeting the financial 
needs of the province is tantamount to an unwillingness 
to help the municipalities. Surely, this is an unaccepta- 
ble and irresponsible course for a federal government 
to adopt in Canada today. We believe that it can only 
be described as “‘unjust federalism’’. 


Want answers 


We have come here to put these questions and we 
expect to receive answers. We have come here in the 
belief that the future of Canadian federalisn rather 
than the future of the federal government is at stake. 
We have come here to insist that financial problems 
are as important a matter for national unity as any 
matters in the general area of constitutional concern. 
No distribution of spending powers will have much 
meaning unless it is accompanied by a like distribution 
of revenue powers. If the federal government refuses 
to take these problems seriously, we want there to be 
no mistake about where the responsibility will squarely 
lie. 
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